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2. The process of claim l, in which the thir 
time . interval is about two years and the third time 
interval commences about two years prior to the data of 
calculation of the bad rates. 

time interval is about threa months, 

4. The process of claim 2, in which the firs- 
time interval is about one year , 

5. The process of claim 4, in which the one 
year first time interval coincides with a calendar year. 

6. The process of claim 1, in which the 
second time period is about; ninety days. 

7. The process of claim 1, in which each loa 
vintage comprises at least SO,0GO loan units. 

8. The process of claim 1, further including 
allowing an operator to set the durations of 

one or sore of the first, second and third time 
intervals ; 
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5 deploying a general purpose computer for 

enabling the computer to automatically provide "yes" or 
"no i! comparisons as to whether a given financial 
institution should choose to invest in a particularly- 
identified loan vintage. 

9. The process of claim 1, including r 
developing a projection of bad ratas for a 
plurality of said loan vintages by calculating 
probabilistic bad rates for said plurality of loan 
5 vintages during a forward looking window extending over 

fourth time interval, the projected bad rates comprisin 
an early warning system whose results are depictabie on 
the output medium. 



10. The process of 
of calculating the probablist; 
vintages is carried out by us: 
formula. 



claim 9 . in which the ste 
Lc bad rates for said loan 
.ng a logistic regression 



11. The process of claim 10, in which the 
logistic regression formula is 

Log(P/( 1 -P)) => A + (B, *AGE) - B : *C0 + 83*0, + B4*D : -f- B.*SCORE + B,-NO SCORE) 

wherein, P is the predicted bad rate, AGE is defined as 
the age of the loan vintage and B, and AGE are row and 
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column vectors of a dimension matrix of a predetermined 
size, SCORE is a mortgage score from a credit bureau and 
CO, D,, D z and NO SCORE ars dummy variables, and the 
coefficients A, B, , B : , B 3/ 3 4 , B s and B, are estimated by 
10 running a model of the aquarian over a preselectad loan 

portfolio . 

12. The process cf claim 11, wherein the value 
CO is assigned a value of one if the loan is current: at 
the beginning of the third time interval and zero 
otherwise, the variable 0, equals one if the loan is one 

5 month past due at the beginning of third time interval 

and is zero otherwise, D, is assigned a value of one if 
the loan is two months past due at the beginning of the 
third time interval and zero otherwise, and NO SCORE 
equals one if the loan has no credit score available at 
10 the beginning of the third time interval and zero 

13. The process of claim 10, wherein the 
fourth time interval is of the same duration as the third 
time interval, 

14. The process of claim 1, wherein the loan 
units are closed loan units. 
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15. The process of claim 14, wherein the loans 
are mortgage loans. 

16. The process of claim 1, including 
separating all loan units into different groups based en 
type and thereafter carrying out said separation of said 
loan portfolios into separata loan vintages based on each 
type of loan. 

17. The process of claim 16,. wherein the types 
include conventional loans, jumbo loans and government 
originated loans. 

13. The process of claim 9, including 
separating all loan units into different groups based on 
type and thereafter carrying out said separation of said 
loan portfolios into separate loan vintages based on each 
type of loan. 

19. The process of claim 13, wherein the types 
include conventional loans, jumbo loans and government 
originated loans. 



20. The process of claim 1, in which the 
output medium is a graphical chart. 
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21. The process of claim 9, wherein the output 
medium is a graphical chart. 



22. The process of clais 20, which includes 
creating the graphical chart by platting a difference 
between the bad rates calculated for a preselected pair 
of loan vintages and including an the graphical char" an 
area of uncertainty, 



23. The process of clai.T. 22, wherein the arsa 
of uncertainty is selected as a +1 and -1 standard 
deviation of the difference in the bad rates for the 
preselected pair of loan vintages. 

24. The process of claim 2 1, including 
plotting on the graphical chart the probabilistic bad 
rates in the form of a first curve. 

25. The process of claim 9, including 
developing a matrix link by calculating a bad rate of a 
preselected loan vintage as of a definite time within the 
fourth time interval. 
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26. The process of claim 25, including 
developing delinquency transition figures far selected 
ones of said loan vintages. 

27. The process of claim 26, including 
developing the delinquency transition figures by count in 
the numbers of loans which have transitioned from (a) 
good to bad state; (b) bad zo good stats; and (c) a 
status as a loan. 

28. The process of claim 27, further includxn* 
counting the number of Loans which have remained in a ba 
state and counting loans which have remained in a good 
state. 

29. The process of claim 25, including 
calculating for at least one of the Igan vintages matrix 
link results comprising a ratio of a predicted number of 
bad loans divided by a predicted number of new loans. 

30. The process of claim 29, including 
plotting the ratio on the output medium. 

31. The process of claim 9, including 
automatically providing yes/no decisions whether to 
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invest in selected loan vintages using the early warning 
system. 

32. The process of claim 25, including 
automatically providing yes/no decisions using the matrix 
link system. 

33. A process for analyzing and selecting lean 
portfolios, wherein each loan portfolio comprises a 
plurality of loan units, the process including the s-caps 
of : 

5 separating the loan portfolios into a plurality 

of loan vintages; 

developing a projection of bad rates for the 
plurality of said loan vintages by calculating predicted 
bad rates for said plurality of loan vintages during a 

10 forward looking window extending over a predetermined 

first time interval, the predicted bad rates comprising 
an early warning system the results of which are 
depictabla on a visually perceivable output, medium, a 
loan unit being included in the bad rates when payments 

15 on the loan unit are in arrears for a time period greater 

than a second time interval occurring during the forward 
looking window, the first time interval being 
substantially longer than the second time interval. 
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34. The process of claim 33, in which the ste 
of calculating the predicted bad rates for said loan 
vintages is carried out by using a logistic regression 

f oraula . 

35. The process of claim 34, in which the 
logistic regression rorauia is 

Log(P/(l-P)) = A-(B 1 -AGE)-8,-C0-33 , "D.-B4-D--B.-SCOR£-B t -NO SCORE'! 
wherein P is the predicrad bad rata, AGE is defined as 
the age, of the loan vintage and 3, and AGE are row and 
column vectors of a dimension matrix of a predetermined 
size, SCORE is a mortgage score from a credit bureau and 
GO, D,, D 2 and NO SCORE are dummy variables, and the 
coefficients A, B, , B z , B 3 , B s , B 5 and B 5 are estimated by 
running a model of the equation over a preselected loan 
portfolio . 

36. The process of claim 35, wherein the valu 
CO is assigned a value of one if the loan is current at 
the beginning of the first time interval and zero 
otherwise, the variable D, equals one if the loan is one 
month past due at the beginning of first time interval 
and is zero otherwise, is assigned a value of one if 
the loan is two months past due at the beginning of the 
first time interval and zero otherwise, and NO SCORE 
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equals one if the loan has no credit scare available at 
the beginning of the first time interval and zero 
otherwise . 

37. The process of claim 33, including 
depicting graphically in the form of a first curve an 
expected bad rata curve. 

producing a bar chart showing current mean bad ratas and 
forecasted mean bad rates and superimposing the first 
curve over the bar chart. 

39. The process of claim 33, including 
creating the first curve by creating a quarterly bad rata 
curve, smoothing the quarterly bad rate curve by 
averaging the values thereof with one another and further 

5 smoothing the curve by taking a risk ratio thereof. 

40. The process of claim 39, including 
creating markers on the curves including markers which 
show the changes in the first curve at a positive to a 
negative slope transition thereof and markers which show 

5 jump points of a predetermined size. 
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FIG. 4A-1 



/ DATA RESULTS EXTRACT OF CALCULATIONS - 
TOTAL NUMBER OF 'BAD 8 LOANS 

ORIGINATION AGE - 

MONTH/YR i 3 6 9 12 15 18 21 24 2? 30 33 36 39 42 

i MTHS MTHS MTHS MTHS MTHS MTHS MTHS MTHS kHS MTHS MTHS MTHS MTHS MTHS 

mw~~~] 2 8 6 6 ii n 2? 31 28 30 19 24 27" 

WN-93 8 5 9 14 7 19 28 41 42 34 20 32 36 

SEP-93 s is |4 I? 31 37 53 % 33 ?2 2/ 59 

^ 34 39 30 35 40 45 42 38 22 36. 65 



MAR-94 % 


19 ■ 24 23 26 


34 '■ ' 24 13 27 • 43 


JUN-94 c 


7 13 26 46 


45 , 24 34 65 


SEP-94 


7 ' 13 : 22 26 


17 >24 45 


DEC-94 - 


11 13 17 9 


23 . 33 


MAR-95 


7 14 10 16 


30 



JUN-95 2 9 11 10 30 

SEP-95 3 2 7 22 

DEC-95 1 2 7 

MAR-96 1 7 

JUN-96 3 



TOTAL NUMBER OF LOANS ("BAD" & 'GOOD") 
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